PHI L1 PPI NES ECONOM C WRAP- UP
MAY 19 - 25, 2001

In addition to our regular comments on forex, credit and
equity markets, this week we also report on the
government's continuing 'success' in keeping the fiscal
deficit in check (by strangling spending rather than
nmeeting revenue targets). The Philippines, unable to
meet | oan conditions (particularly |egislative changes),
wi Il cancel the remaining $200 mllion tranche of a Wrld
Bank "Banki ng Sector Reform Loan." Non-perform ng |oans
of Philippine commercial banks hit a new high of 16.7%in
March. Finally, we report on the continuing saga of

Phi | i ppi ne National Bank.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our February 2001 Econom c CQutl ook, which is now

avail abl e on our web site. The next edition of the

Qutl ook will be released in early June.

MARKET AND POLI CY DEVELOPMENTS
Forex Report
Credit Market Report
Stock Market Report
"Under - Spendi ng" Keeps Fiscal Deficit On Track
Government To Cancel Banking Sector Reform Loan
Non- Perform ng Loans Ht New Hi gh
Phi i ppi ne National Bank Update



The Phili ppine peso depreciated sharply early in the week
on corporate demand, to reach P51.50/ US$. However, it
recovered sonmewhat later in the week and overall softened
slightly fromits May 18 close on P50.33/US$. On My 25,
the peso | ast traded at P50. 505/ USS$.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)

APR 16 50. 086 50. 200 99.3
17 50. 238 50. 300 105. 3
18 50. 173 50. 110 162.0
19 50. 054 50. 060 136.5
20 50. 218 50. 280 141. 1
APR 23 50. 441 50. 480 145.5
24 50. 437 50. 415 105.0
25 50. 546 50. 550 116. 2
26 50. 764 51. 000 132. 4
27 51.218 50. 870 152. 2
APR 30 51. 339 51. 450 170.9
MAY 01 Mar ket s C osed

02 51. 001 50. 730 167.5
03 50. 459 50. 280 149. 2
04 50. 349 50. 380 81.3
MAY 07 50. 504 50. 440 59.0
08 50. 477 50. 460 76.5
09 50. 482 50. 650 120.5
10 50. 624 50. 590 137.0
11 50. 487 50. 300 117.5
MAY 14 Mar ket s C osed

15 50. 321 50. 180 131. 1
16 50. 136 50. 140 127.5
17 50. 162 50. 260 111.1
18 50. 342 50. 330 132.5

MAY 21 50. 609 50. 840 148. 3



22 50. 789 50. 645 124. 2

23 50. 438 50. 300 184.0
24 50. 287 50. 340 168. 0
25 50. 449 50. 505 106. 5

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Banks and traders tried to further steepen the yield
curve, and succeeded in driving up the interest rate on
364-day bills at the May 21 T-bill auction. The rate
only increased 0.2 basis points to 11.352% however.
Rates on shorter termbills declined on fairly robust
demand; over P8.8 billion worth of offers were received
for the P4 billion worth of bills schedul ed for sale.
The interest rate on the 91-day bill shed 20.7 basis
points to 9.306% and the interest rate on the 182-day
bill dropped 16 basis points to 10.75%

Nati onal Treasurer Sergi o Edeza said traders were trying
to drive up rates on the 1l-year T-bills in order to earn
better returns at the May 22 auction of 5-year Treasury
bonds. As a result, the Treasury bureau rejected nost of
the bids for the 5-year bonds, which were |ast auctioned
on February 20. P4 billion worth of bonds were sl ated
for sale, but only P1 billion worth of bids were

accepted. The interest rate on the 5-year bond fell from
14. 0% on February 20 to 14. 0%

Auction Date 91 days 182 days 364 days
APR 16 10. 027 no sal es no sal es
APR 23 9. 855 10. 959 11. 368
APR 30 10. 102 11. 324 11. 725

MAY 07 no sal es no sal es no sal es



MAY 15 9. 513 10. 915 11. 350
MAY 21 9. 306 10. 750 11. 352

Source: Bureau of the Treasury

Prime Lendi ng Rates of 14 Expanded Conmercial Banks

Dat e of Survey Aver age Range

APR 19 13. 4611 11.00 - 15.027
APR 23 13. 3529 10. 75 — 14.855
MAY 03 13. 4683 11.25 - 15.102
MAY 10 13. 4861 11.25 - 15.012
MAY 17 13. 2171 10.75 — 14.513
MAY 24 13. 1013 10.75 - 14.50

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

The Philippine Stock Index (PH SIX) shed about 2.65% from
its close of 1448.62 on May 18 to close on May 25 at
1410.23. Trading was marginally nore active on Friday,

wi th brokers reporting net foreign buying on bargain
hunting. Overall nmarket sentinent remains sluggish,
however, as investors await nore definitive information
on the future political direction of the country after
May 14 national elections.

Phi |'i ppi ne Stock Exchange | ndex (PH SIX) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
APR 16 1453. 84 236
17 1435. 68 271
18 1425. 97 507
19 1428. 87 614
20 1428. 54 411

APR 23 1437. 16 259



24 1444. 00 304

25 1462. 18 431
26 1437.50 302
27 1420. 36 398
APR 30 1378. 84 446
MAY 01 Mar ket s C osed

02 1435. 88 765
03 1430. 39 376
04 1442. 46 405
MAY 07 1431. 91 466
08 1427. 28 567
09 1441. 77 352
10 1443. 85 643
11 1484. 83 1134
MAY 14 Mar ket s C osed

15 1457. 97 497
16 1461. 79 311
17 1453. 03 376
18 1448. 62 397
MAY 21 1446. 20 363
22 1451. 20 6939 /a
23 1446. 20 726
24 1434. 68 472
25 1410. 23 1068
a/ includes P6.57 billion block sale of Pure Foods to San

M guel Corporation

Source: Philippine Stock Exchange

“ UNDER- SPENDI NG’ KEEPS FI SCAL DEFI CI' T ON TRACK

Governnent estimates for the January-April period showed
total national governnent revenues short of the
government’s four-nonth target by P2.8 billion (1.5%
VWhile not a |large gap, this performance mainly refl ected
hi gher -t han-targeted non-tax inflows (which surpassed the
government’s goal for the period by nearly P5 billion
(17.9%. On the other hand, tax collections were off by
P7.6 billion, which mainly reflected a P6.5 billion



shortfall by the Bureau of Internal Revenue (BIR).

Al t hough weak tax adm ni stration remains a naggi ng
probl em sone indicators suggest that slowed econom c
grow h al so may have contributed to the BIR s “under-
per f or mance”.

Actual disbursenents for the first four nonths of the
year were P13 billion bel ow the programed | evel

Gover nment budget officials told the Enbassy that this
partly reflected an over-estimation of the first-quarter
di sbursenent plan. The | ower-than-programred outl ays

contained the four-nmonth fiscal deficit to P28.1 billion,
well within the P38.3 billion ceiling programred for that
period. It remains to be seen, however, if

“under spendi ng” can continue to offset persistent revenue
shortfalls as the year progresses. The 2001 di sbursenent
plan is tight, with about 95% of the progranmed year-on-
year increase earmarked for “non-discretionary” budget
itens (i.e., personnel costs, transfers to |ocal
governnment units and debt servicing). This |eaves
[imted roomfor fiscal maneuvering w thout sacrificing
essential infrastructure investnments and soci al

devel opnment obj ecti ves.

NATI ONAL GOVERNVMENT CASH BUDGET PERFORMANCE
January — February 2001

(In Billion Pesos)

Ful | - Year January - Apri
Program Pr og. Act ual Diff.
REVENUES 568. 2 190. 3 187.5 (2.8)
BI R 408. 1 145. 2 138. 7 (6.5)
Cust ons 105.1 29.9 28.8 (1.1)
Treasury 20.0 5.7 8.8 3.2
O her Ofices 35.1 9.5 11.1 1.6
Privatization 7.0 0 0.2 0.2
Fees/ Char ges 21.2 7.3 8.6 1.3
EXPENDI TURES 713.2 228.6 235.6 (13.0)
SURPLUS/ (DEFICI T) (145.0) (38.3) (28.1) 10. 6

Source: Bureau of Treasury



GOP TO CANCEL BANKI NG SECTOR REFORM LOAN

Depart ment of Finance (DOF) officials confirnmed press
reports that the Philippine governnent planned to cancel
the remaining $200 million bal ance of a Banking Sect or
Ref orm Loan (BSRL) fromthe Wrld Bank (WB). The
governnent stands to forego another $200 million in co-
financing fromthe Japan Bank for International
Cooperation (JBIC). The governnent has drawn only $200
mllion fromthe $600 mllion WB-JBIC facility to-date.

The BSRL went into effect in Decenber 1998 and shoul d
have cl osed in June 2000. The |oan was extended by a
year to June 2001 to allow the governnent nore tine to
meet | oan “conditionalities” to strengthen the banking
system (with the rehabilitation of the partly governnent -
owned Philippine National Bank and |egislative amendnents
to the Bangko Sentral charter anong the key objectives).
These reforns remain pending to-date and DOF officials
think it unlikely that the reformcommtnents will be net
by the extended deadline. Meanwhil e, another extension
woul d nean shelling out nore funds for commtnent fees
(on top of the P45 mllion or so already paid).

The governnent’s 2001 foreign borrow ng programincl uded
a $200 mllion drawdown fromthe BSRL facility within
the year — premsed (until the governnent’s recent
change of heart) on earlier plans to apply for another

| oan extension. DOF officials said the governnent

pl anned to negotiate with the Wrld Bank for a “Public
Sector Reform Loan” instead (PSRL, which reportedly would
i nclude reforms in governnment procurenent policies and
processes). From a broader perspective, the governnent
hopes to finance the 2001 budget at the | east cost by
drawing nearly $1 billion from al ready-comritted offici al
devel opnent assi stance (ODA) funds. The success of that
strategy will depend heavily on the ability to deliver on
unfini shed reforns which have al ready suffered del ays

(it ncluding restructuring the power sector).

NON- PERFORM NG LOANS HI T NEW HI GH



The commerci al banking systemis ratio of non-performng
| oans (NPLs) — which inched up during the first two
mont hs of the year -— hit a new high of 16.7%in Mrch
Bef ore February 2001 (16.6%, the NPL rati o was highest

i n Novenber 2000 (16.3%. On a positive note, the

nom nal |evel of NPLs declined sonmewhat (by 0.2% or P299
mllion) nonth-on-nonth. However, total |oan portfolio
(it nclusive of inter-bank credits) declined at a faster
pace (by 0.6%or P9.4 billion). Including inter-bank
credits, aggregate | oans expanded by 0. 7% year-on-year;
and, excluding inter-bank transactions, by 5.5%fromthe
March 2000 | evel

Restructured | oans (w thout which NPL ratios would be
hi gher) increased by 0.8% (P746 mllion) fromthe
February 2001 level. As of end-March, restructured
accounts equal ed 6.4% of commerci al banks’ outstanding

| oans — about the sanme as February but up from March
2000's 5.1%ratio. Foreclosed assets grew by 0.8% (P1.1
billion) nonth-on-nonth and equal ed 4. 6% of conmerci al

banki ng system assets (stable at the February 2001
ratio). During March, banks beefed up | oan | oss reserves
to a level equivalent to 42.8% of NPLs — sonewhat higher
than at the end of February (42.5%, but |ower than the
44% coverage ratio as of March 2000.

Bankers doubt that NPL ratios have peaked, noting that
busi nesses are struggling wth both weaker export and
donmestic markets. Credit expansion also is likely to
remai n nodest. Saddled with NPLs and forecl osed assets
(equivalent to 13.3% of total assets as of the first
quarter), banks remain cautious |enders, while weaker
econom c grow h prospects this year spell conservative
credit demand.

2001 2000
Mar ch February Mar ch

Total Loan Portfolio (TLP) a/ 1,539.7 1,549.1 1,529.1
Non- Perform ng Loans (NPL) 256. 9 257.5 215.1



Loan Loss Reserves (LLR) 109.9 109. 4 94.7

Restructured Loans (RL) 99. 2 98. 4 78.7
Forecl osed Assets (FA) b/ 135.5 134. 4 105. 2
Non- Perform ng Assets (NPA) c/ 392.5 391.9 320. 3
Total Assets (TA) 2,950.0 2,943.4 2,682.3

Sel ected Ratios (%

NPL/ TLP 16. 69 16. 62 14. 06
LLR/ NPL 42.78 42. 29 44. 01
LLR/ TLP 7.14 7.06 6.19
RL/ TLP 6. 44 6. 35 5.14
FA/ TA 4.59 4.57 3.92
NPA/ TA 13. 30 13. 31 11. 94

a/ Includes inter-bank credits
b/ Gross of allowance for probable |osses
¢/ Sum of NPLs and forecl osed assets

Source: Bangko Sentral ng Pilipinas

PHI LI PPI NE NATI ONAL BANK UPDATE

In a first-quarter consolidated inconme statenent
submtted to the Philippine Stock Exchange, the

Phi i ppi ne National Bank (PNB) reported a first-quarter
net loss of P2 billion. Interest expenses (P3.3 billion)
exceeded interest inconme (P3 billion), yielding a net
interest loss of P298 mllion. PNB officials said that
the first-quarter interest outlays included sonme P800
mllion paid to the Bangko Sentral and Phili ppi ne Deposit
| nsurance Corp. (PDIC) for P25 billion in emergency | oans
drawn | ast October. About P540 billion in loan |oss
provisions also ate into PNB's bottomline. Manwhile, a
recently-concluded audit by PriceWaterhouseCoopers has
not been made public -- although a nunber of press
articles suggested a NPL ratio of around 50% and a book
val ue of about P40/share. PNB' s published NPL ratio as
of the first quarter was 40% while its par value is
currently set at P60/share.

Departnent of Finance (DOF) officials indicated that the
governnment (which presently holds a 16% stake i n PNB)
woul d negotiate for a reduction in par value under a
debt-to-equity (“reverse privatization”) schene involving



part of the BSPs and PDIC s P25-billion energency | oan.
The swap plan is expected to help strengthen PNB s

bal ance sheet and pave the way for its rehabilitation
while the government waits for inproved conditions for a
sale to a strategic buyer. The governnment views the swap
deal as an alternative to earlier plans for a joint sale
Wi th majority-owner Lucio Tan (considering the currently
depressed nmarket situation and PNB s financi al

condition). O the 45 commercial banks in operation, PNB
ranks sixth in terns of assets and accounts for 6% of the
commerci al banking systems total resources. Although

t he banki ng system has thus far avoi ded system c

probl ens, protracted troubles in a major conmercial bank
such as PNB neverthel ess poses potential risk.



